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SUBJECT: BLUMENTHAL LETTER TO SIMONSEN 
FOR TREASURY ATTACHE (DEFALCO) 

1 . PLEASE DELIVER THE FOLLOWING LETTER, SIGNED MAY 18, 

TO FINANCE MINISTER SIMONSEN. ORIGINAL WILL FOLLOW VIA 
POUCH. 

2. "DEAR MR. MINISTER: ONE OF THE MATTERS WE DISCUSSED 

AT OUR RECENT MEETING WAS THE RULING ISSUED LAST NOVEMBER 
BY OUR INTERNAL REVENUE SERVICE CONCERNING THE CREDITABIL- 
ITY OF THE BRAZILIAN WITHHOLDING TAX ON INTEREST UNDER THE 
U.S. FOREIGN TAX CREDIT RULES. 
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3. THAT RULING CONTAINED A CAVEAT WHICH PROVIDED THAT 
A 1957 RULING (REV. RUL. 57-106). ON WHICH THE BRAZILIAN 
RULING DEPENDED. WAS UNDER REVIEW BY THE INTERNAL REVENUE 
SERVICE AND MIGHT BE REVOKED OR MODIFIED. FORMER SECRETARY 
SIMON STATED IN HIS LETTER TO YOU OF NOVEMBER 19, 1976 THAT 

IF THE 1957 RULING WERE TO BE REVOKED, THE TREASURY DEPART- 
MENT WOULD CONSULT WITH YOU IN ADVANCE. AS I INDICATED AT 
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OUR MEETING, THE INTERNAL REVENUE SERVICE HAS COMPLETED ITS 
REVIEW OF REVENUE RULING 57-106 AND PROPOSES TO PUBLISH 
A MODIFICATION WHICH WILL REMOVE THE BASIS FOR THE FAVOR 

ABLE RULING TO THE BANK OF BRAZIL. ACCORDINGLY, I AM 
WRITING TO CONFIRM THE FACT THAT THE INTERNAL REVENUE SER- 
VICE PLANS TO REVOKE LAST NOVEMBER'S TAX CREDIT RULING 
TO THE BANK OF BRAZIL AND TO OBTAIN YOUR VIEWS AS TO HOW 
THE REVOCATION CAN BE ACCOMPLISHED WITH A MINIMUM DISRUP- 
TION OF BRAZIL S CAPITAL MARKETS. 

4. I WANT TO ASSURE YOU THAT I AM AWARE OF AND SYMPATHETIC 
WITH BRAZIL'S FOREIGN BORROWING SITUATION. AS YOU KNOW, 

THE BANK OF BRAZIL RULING PROMISES THAT, IN THE EVENT OF 
REVOCATION, THE REVOCATION WILL NOT BE RETROACTIVE WITH 
RESPECT TO LOANS ENTERED INTO PRIOR TO THE DATE OF REVOCA- 
TION AND THAT CONSIDERATION WILL BE GIVEN TO ALLOWING A 
REASONABLE TRANSITION PERIOD FOR THE INTEREST ON LOANS 
ENTERED INTO BEFORE THAT DATE. IT IS MY HOPE THAT WE CAN 
ALLOW A TIME PERIOD FOR IMPLEMENTING THE CHANGE WHICH WILL 
BE REASONABLE FROM BRAZIL'S PERSPECTIVE AS WELL AS FROM 
THE STANDPOINT OF OUR OWN LEGAL REQUIREMENTS. I LOOK FOR 
WARD TO HEARING FROM YOU SOON. SINCERELY, W. MICHAEL 
BLUMENTHAL." VANCE 
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